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THE INSURANCE INDUSTRY AND NIGERIANECONOMIC DEVELOPMENT 
BY 
F.O. IYOHA• AND 0. RICHARD•• 
ABSTRACT 
Insurance arises from a contract between an insurer and an 
assured/insured, whereby the former undertakes to provide against a risk on 
behalf of the latter. The main function of insurance companies is to provide 
compensation against risk and also to provide long-term capital to government 
and corporate bodies. These functions are very crucial to the economy. Arising 
from the above, this study investigates the contribution of insurance companies to 
the economic development of Nigeria. The data used in the study was obtained 
from the annual reports and statement of accounts of the Central Bank of Nigeria 
(CBN). The data was analyzed using the method of Ordinary Least squares 
(OLS). The main finding of this study is that the insurance industry has not 
actually contributed much to Real Gross Domestic Product in Nigeria betWeen 
1970 and 2002. The study suggests that the government should provide the 
enabling environment for the industry to thrive, to carryout enlightenment 
campaigns and to increase the capital base of the operators in the industry. 
BACKGROUND TO THE STUDY 
The role of firms in the insurance industry as a player in the Nigerian financial market 
has been growing through their investment activities and increase in the coverage of a wide 
range of business and household risks. These roles facilitate economic and financial activities 
and growth. In addition, amidst the drive to raise profitability, they have become increasingly 
active intermediaries in a wide range of financial services in the country especially since the 
birth of the fourth republic in 1999. 
The industry now witnesses rapid expansion of branch networks and activities that have 
given rise to a high demand for skilled and competent manpower. Besides the rising profile of 
expenditure and activities, the industry is also growing in terms of market capitalization. 
According to Bisi (2004), the market capitalization of the insurance sub-sector of the economy, 
as at June 2004, stood at thirty billion Naira as against the sum of seventeen billion a decade ago. 
The increased capitalization was made possible by the entry of some commercial banks into the 
market following the introduction of universal banking in 2001. The signing into law of the 
Insurance Act in May 2003 has also strengthened the industry. For instance, on commencement 
of the application of the Act, the capital base in the industry has moved from a minimum of 
ninety million Naira to three hundred and fifty million Naira for composite insurance and re-
insurance companies, two hundred million for general insurance business, while life insurance 
companies require a minimum of one hundred and fifty million Naira as paid up capital. 
* F.O. Iyoha is in the College of Business and Social Science, Covenant University, Ota, ·ogun 
State. 
Oguma Richard is in the Department of Accounting, Ambrose Alii University, Ekpoma. 
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-
•  
F . O .  I y o h a  A n d  0 .  R i c h a r d  
I n s u r a n c e  c o m p a n i e s  b e i n g  s p e c i a l i z e d  i n s t i t u t i o n s  i n  t h e  f i n a n c i a l  s y s t e m  a r e  s e t  u p  t o  
p r o v i d e  c o m p e n s a t i o n  a g a i n s t  d i f f e r e n t  k i n d s  o f  r i s k s  i n  t h e  p u b l i c  a n d  p r i v a t e  s e c t o r s  o f  t h e  
e c o n o m y .  I n  a d d i t i o n ,  t h e y  a r e  a l s o  e x p e c t e d  t o  b e  a  s o u r c e  o f  s u p p l y  o f  f u n d s  t o  a  v a r i e t y  o f  
f i n a n c i a l  a n d  n o n - f i n a n c i a l  o r g a n i z a t i o n s .  I n  t h e  l i g h t  o f  t h e  n u m e r o u s  f u n c t i o n s  o f  t h e  i n d u s t r y ,  
t h i s  s t u d y  s e e k s  t o  a s s e s s  t h e  e v i d e n c e  i n  r e s p e c t  o f  t h e i r  c o n t r i b u t i o n s  t o  t h e  g r o w t h  o f  R e a l  
G r o s s  D o m e s t i c  P r o d u c t  i n  N i g e r i a  .  
T H E  P R O B L E M  
T h e  e c o n o m i c  e n v i r o n m e n t  i n  w h i c h  c o m p a n i e s  o p e r a t e  i n  N i g e r i a  h a s  b e e n  v e r y  
c o m p e t i t i v e  a n d  v o l a t i l e .  T h i s  h a s  a f f e c t e d  t h e  p e r f o r m a n c e  a n d  g r o w t h  o f  m a n y  f i r m s  w i t h i n  t h e  
e c o n o m y .  T h e  i n s u r a n c e  i n d u s t r y  i n  N i g e r i a  i s  n o t  a n  e x c e p t i o n .  T h e  i n d u s t r y  i s  e x p e c t e d  t o  
p r o v i d e  c o m p e n s a t i o n  a g a i n s t  r i s k ,  w h i c h  m a y  b e  s u f f e r e d  d u e  t o  d e a t h ,  l o s s  o f  p r o p e r t y  a n d  
c a s u a l t y .  I t  i s  a l s o  e x p e c t e d  t o  b e  a  s o u r c e  o f  l o n g - t e r m  f i n a n c e  f o r  d e v e l o p m e n t .  H o w e v e r ,  i t  h a s  
n o t  b e e n  c l e a r  a s  t o  w h a t  e x t e n t  t h e  i n d u s t r y  h a s  m e t  t h e s e  o b l i g a t i o n s .  
O B J E C T I V E ,  S C O P E  A N D  R E L E V A N C E  O F  T H E  S T U D Y .  
T h e  o b j e c t i v e  o f  t h i s  s t u d y  i s  t o  e x a m i n e  t h e  c o n t r i b u t i o n  o f  t h e  i n s u r a n c e  
i n d u s t r y  t o  t h e  e c o n o m i c  d e v e l o p m e n t  o f  N i g e r i a  a s  m e a s u r e d  b y  t h e  R e a l  G r o s s  D o m e s t i c  
P r o d u c t .  T h e  s t u d y  c o v e r s  t h e  p e r i o d  1 9 7 0  t o  2 0 0 2 .  T h e  s t u d y  i s  t h o u g h t  t o  b e  r e l e v a n t  b e c a u s e  
i t  w o u l d  p r o v i d e  r e f e r e n c e  m a t e r i a l s  f o r  p o l i c y  m a k e r s ,  a n a l y s t s ,  a s  w e l l  a s  r e s e a r c h e r s  a n d  a l l  
t h o s e  t h a t  a r e  i n t e r e s t e d  i n  s e e i n g  t h a t  t h e  i n d u s t r y  g r o w s  a n d  m a t u r e s .  
M E T H O D O L O G Y  
T h e  p a p e r  e m p l o y s  a  n o n - s u r v e y  m e t h o d  o f  d a t a  c o l l e c t i o n  f o r  a n a l y s i s .  T h e  m a i n  
s o u r c e s  o f  d a t a  f o r  t h i s  s t u d y  a r e :  t h e  C e n t r a l  B a n k  o f  N i g e r i a  ( C B N ) ' s  S t a t i s t i c a l  B u l l e t i n ;  
C e n t r a l  B a n k  o f  N i g e r i a ' s  E c o n o m i c  a n d  F i n a n c i a l  R e v i e w  ( v a r i o u s  i s s u e s )  a n d  t h e  a n n u a l  
f i n a n c i a l  r e p o r t s  o f  s o m e  s e l e c t e d  i n s u r a n c e  c o m p a n i e s .  T h e  a c t u a l  d a t a  c o l l e c t e d  w e r e  t h e  
n o m i n a l  i n c o m e  o f  t h e  i n s u r a n c e  c o m p a n i e s  a n d  t h e  G r o s s  D o m e s t i c  P r o d u c t  o f  t h e  c o u n t r y  f o r  
t h e  s t u d y  p e r i o d .  T h e  n o m i n a l  i n c o m e  a n d  t h e  G D P  w e r e  c o n v e r t e d  t o  r e a l  t e r m s  t o  e l i m i n a t e  t h e  
e f f e c t  o f  i n f l a t i o n .  A  m o d e l  w a s  d e v e l o p e d ,  a n d  u s i n g  t h e  s t a t i s t i c a l  m e t h o d  o f  O r d i n a r y  L e a s t  
S q u a r e  ( O L S ) ,  t h e  d a t a  w a s  a n a l y z e d .  
L I T E R A T U R E  R E V I E W .  
C o n c e p t o f i n s u r a n c e  
I n s u r a n c e  a r i s e s  f r o m  a  c o n t r a c t  b e t w e e n  a n  i n s u r e r  a n d  a n  a s s u r e d  w h e r e b y  t h e  f o r m e r  
u n d e r t a k e s  t o  p r o v i d e  a g a i n s t  a  r i s k  o n  b e h a l f  o f  t h e  a s s u r e d .  T h e  i n s u r e r  u n d e r t a k e s  s u c h  r i s k s  a t  
a  p r i c e  c a l l e d  ' a  p r e m i u m . '  W h e n  a n  a s s u r e d  p a y s  s u c h  p r e m i u m  t o  t h e  i n s u r e r ,  h e  p u r c h a s e s  a  
s e c u r i t y  f o r  t h e  f u t u r e .  A c c o r d i n g  t o  A d e s a n y a  a n d  O l o y e d e  ( 1 9 7 2 ) ,  t h e  s u b j e c t  m a t t e r  o f  
i n s u r a n c e  v a r i e s  c o n s i d e r a b l y  f r o m  l i f e  i n s u r a n c e  t o  a n y t h i n g  c a p a b l e  o f  b e i n g  i n s u r e d ,  l i k e  r e a l  
a n d  p e r s o n a l  p r o p e r t y .  T h e r e  i s  a l s o  e d u c a t i o n a l  a n d  i n d u s t r i a l  i n s u r a n c e .  
G e n e r a l l y ,  t h e r e  a r e  t w o  t y p e s  o f  i n s u r a n c e  c o m p a n i e s  i n  N i g e r i a :  L i f e  i n s u r a n c e  a n d  
n o n - l i f e .  T h e  n o n - l i f e  c o m p a n i e s  c o m p r i s e  p r o p e r t y  a n d  c a s u a l t y  f i r m s .  T h e  p r i n c i p a l  e v e n t ,  
w h i c h  l i f e  i n s u r a n c e  c o m p a n i e s  i n s u r e  a g a i n s t ,  i s  d e a t h .  U p o n  t h e  d e a t h  o f  a  p o l i c y  h o l d e r ,  a  l i f e  
i n s u r a n c e  c o m p a n y  a g r e e s  t o  m a k e  e i t h e r  a  l u m p  s u m  p a y m e n t  o r  a  s e r i e s  o f  p a y m e n t s  t o  t h e  
b e n e f i c i a r y  o f  t h e  p o l i c y .  I n  c o n t r a s t ,  p r o p e r t y  a n d  c a s u a l t y  i n s u r a n c e  c o m p a n i e s  i n s u r e  a g a i n s t  a  
w i d e  v a r i e t y  o f  o c c u r r e n c e s  l i k e  a u t o m o b i l e  a n d  h o m e  i n s u r a n c e .  
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From the foregoing, it can be seen that Insurance companies are financial intermediaries. 
According to Fabozzi, eta/ (1997), the insurance companies function as 'risk bearers'. In this 
capacity, they provide compensation against different kinds of risks associated with the conduct 
of business. 
The Insurance market in Nigeria 
The insurance market in Nigeria is highly regulated. This is as a result of the volatile 
nature of the industry. It is an industry in which the concept of 'utmost good faith' is practiced 
and seen to be practiced. There are various laws regulating the industry in Nigeria. These 
include: 
(a). The Insurance Act 2003; 
(b). The National Insurance Commission Act 1997; 
(c). T.he Motor Vehicle (Third Party) Insurance Act; (2003) 
(d). The B8nks and Other Financial Institution Act (1991) 
(e). The Companies and Allied Matters Act, 1990. 
Role of the insurance industry 
The role of the insurance industry in economic development of any nation is pivotal. This 
is because economic development focuses attention upon the development and use of resources 
to increase supply and improve the distribution of economic goods (Hiliard, 1969). 
As noted by Madura (200 1 ), the insurance industry plays a vital and pivotal role in 
financial markets as well as in economic development by supplying funds to a variety of 
fmancial and non-financial organizations as well as government agencies. The Nigerian capital 
market would not be complete without a mention of the insurance industry. The reason is the 
pivotal role of banking and insurance in the economy. Banking provides the safe custody and 
organizes the means of exchanges. These exchanges involve risks. Insurance provides against 
these risks by spreading the losses of the unfortunate few over many. 
Vane and Thompson (1993) indicate that insurance companies are involved in the 
management of pension funds. In this regard, they accept premiums now in return for the 
promise to pay a pension at a latter date. 
The business of insurance in Nigeria has witnessed substantial growth in the recent past. 
The industry now occupies a unique position in the socio-economic development of the country. 
The growth of the industry is evidenced in the increase in premium income of over 1 0 billion 
Naira in the last decade, and the large number of insurance companies that are quoted on th~ 
Nigerian stock exchange (Bisi, 2004) 
This growth came about partly as a result of the promulgation by the Federal Government 
of two decrees in 1997 aimed at strengthening the industry. The National Insurance Commission 
(NAICOM) was established to replfice the National Insurance Supervisory Board (NISB) 
through NAICOM Degree No. 1 of i997. The NAICOM is mandated to ensure the effective 
administration, supervision, regulation, and control of insurance businesses in Nigeria, 
conferring regulatory and supervisory power over insurance companies. 
As a result of the inadequacies of the industry prior to 1997, and the changes brought 
about by Decree No. 1, the Insurance Decree No. 2 of 1997 was promulgated to replace the 
Insurance Decree No. 58 of 1991. The new Decree classified insurance business into life and 
general insurance and further sub-divided life insurance into two categories for purposes of 
registration, capitalization and operation. There is also the 2003 Insurance Act. The major issues 
addressed by the decrees or acts are highlighted below: 
51 
-
( a )  
F . O .  I y o h a  A n d  0 .  R i c h a r d  
T h e  1 9 9 7  d e c r e e  N o . 2  i n c r e a s e d  t h e  m i n i m u m  p a i d  u p  c a p i t a l  f r o m  N S  m i l l i o n ' t o  N 2 0  
m f i l i o n  f o r  e a c h  o f  t h e  l i f e  a r i d  g e n e r a l  i n s u r a n c e  b u s i n e s s .  H o w e v e r ,  w h e r e  t h e  g e n e r a l  
i n s u r a n c e  b u s i n e s s  i n c l u d e s :  
( i )  O i l  a n d  g a s  i n s u r a n c e  
( i i )  C r e d i t  i n s u r a n c e ,  b o n d s  a n d  s u r e t y s h i p  
( i i i )  C o n t r a c t o r s '  a l l  r i s k  a n d  e n g i n e e r i n g  r i s k  
( i v )  M a r i n e  a n d  a v i a t i o n ,  o t h e r  t h a n  g o o d s - i n - t r a n s i t  b u s i n e s s  b y  r o a d ,  w a t e r ,  a i r  a n d  
r a i l ,  a n  a d d i t i o n a l  p a i d - u p  c a p i t a l  o f  n o t  l e s s  t h a n  N 8 0  m i l l i o n  w a s  r e q u i r e d .  I n  t h e  
c a s e  o f  r e - i n s u r a n c e  b u s i n e s s e s ,  a  m i n i m u m  c a p i t a l  o f N 1 5 0  m i l l i o n  w a s  r e q u i r e d .  
W i t h  t h e  c o m m e n c e m e n t  o f  t h e  2 0 0 3  I n s u r a n c e  A c t ,  a n y  i n s u r e r  i n t e n d i n g  t o  c o m m e n c e  
o r  c o n t i n u e  t o  c a r r y  o n  i n s u r a n c e  b u s i n e s s  i n  N i g e r i a  i s  e x p e c t e d  t o  d e p o s i t  t h e  e q u i v a l e n t  o f  
5 0 %  o f  t h e  p a i d  u p  s h a r e  c a p i t a l  w i t h  t h e  C e n t r a l  B a n k  o f  N i g e r i a .  T h e  m i n i m u m  a m o u n t s  
r e q u i r e d  u n d e r  t h i s  A c t  a r e  a s  i n d i c a t e d  a b o v e .  I n  t h e  c a s e  o f  e x i s t i n g  c o m p a n i e s ,  a n  e q u i v a l e n t  
o f  1 0 %  o f  t h e  m i n i m u m  p a i d  u p  c a p i t a l  s h a l l  b e  d e p o s i t e d  w i t h  t h e  C e n t r a l  B a n k .  T h i s ,  n o  d o u b t ,  
i s  a  c o n f i d e n c e  b o o s t e r  f o r  t h e  p u b l i c  w h o  h a v e  g e n e r a l l y  b e e n  s k e p t i c a l  a b o u t  t h e  patron~ge r o f  
i n s u r a n c e  b u s i n e s s e s  a n d  t h e i r  s e r v i c e s .  
( b )  I n  f u r t h e r a n c e  o f  t h e  d e s i r e  t o  s t r e n g t h e n  t h e  f i n a n c i a l  p o s i t i o n  o f  t h e .  i n s u r a n c e  
c o m p a n i e s ,  t h e  1 9 9 7  d e c r e e  N o . 2  m a n d a t e d  t h e  e s t a b l i s h m e n t  a n d  m a i n t e n a n c e  o f  
t e c h n i c a l  r e s e r v e s  i n  r e s p e c t  o f  e a c h  c l a s s  o f  i n s u r a n c e  i n  a d d i t i o n  t o  s o l v e n c y  m a r g i n .  
( c )  U n d e r  t h e  t w o  d e c r e e s  ( 1 9 9 7 )  c i t e d  a b o v e ,  a n  a d v a n c e  i n s u r a n c e  p o l i c y  d o c u m e n t  w h i c h  
g i v e s  e v i d e n c e  t o  t h e  c o n t r a c t  o f  i n s u r a n c e  s h a l l  b e  d e l i v e r e d  t o  t h e  i n s u r e d  n o t  l a t e r  t h a n  
3 0  d a y s  a f t e r  p a y m e n t  o f  t h e  f i r s t  p r e m i u m .  
P r o b l e m s  o f  t h e  i n d u s t r y  
I n - s p i t e  o f  t h e  g r o w i n g  p r o s p e c t s  o f  t h e  i n s u r a n c e  i n d u s t r y  i n  N i g e r i a ,  t h e r e  a r e  s t i l l  
p r o b l e m s  m i l i t a t i n g  a g a i n s t  t h e  r e a l i z a t i o n  o f  i t s  f u l l  p o t e n t i a l s .  F o r  i n s t a n c e ,  t h e  l e v e l  o f  
a w a r e n e s s  o f  i n s u r a n c e  b u s i n e s s  i n  N i g e r i a  i s  s t i l l  v e r y  l o w .  T h i s  i s ,  h o w e v e r ,  n o t  p e c u l i a r  t o  
N i g e r i a .  I t  i s  a  w o r l d w i d e  p h e n o m e n o n .  I n  1 9 7 5 ,  t h e r e  w a s  a  s u r v e y  c a r r i e d  o u t  i n  t h e  U n i t e d  
K i n g d o m  t o  a s c e r t a i n  t h e  l e v e l  o f  a w a r e n e s s  o f  i n s u r a n c e  b u s i n e s s  a m o n g  t h e  p o p u l a c e .  I t  w a s  
d i s c o v e r e d  t h a t  o n l y  2 3  p e r c e n t a g e  o f  p o l i c y  h o l d e r s  a c t u a l l y  k n e w  w h a t  t h e y  w e r e  c a r r y i n g  
a b o u t  a s  i n s u r a n c e  p o l i c y  o r  c o v e r  ( O m i r i n  2 0 0 4 ) .  A p a r t  f r o m  t h e  l a c k  o f  a w a r e n e s s  a m o n g  t h e  
p o p u l a c e ,  t h e r e  a r e  o t h e r  p r o b l e m s  w h i c h  i n c l u d e :  h i g h  l e v e l  p o v e r t y ,  l o w  c a p i t a l  b a s e  o f  t h e  
o p e r a t o r s  i n  t h e  i n d u s t r y ,  p e r c e i v e d  u n w i l l i n g n e s s  t o  p a y  l e g i t i m a t e  c l a i m s ,  a n d  l o w  l e v e l  o f  
e n f o r c e m e n t  a n d  c o m p l i a n c e  w i t h  i n s u r a n c e  l a w s .  
D A T A  A N A L Y S I S  
T h i s  s e c t i o n  f o r m a l l y  e x a m i n e s  t h e  c o n t r i b u t i o n  o f  t h e  i n s u r a n c e  i n d u s t r y  t o  t h e  e c o n o m i c  
d e v e l o p m e n t  o f N i g e r i a .  I n  d o i n g  t h i s ,  w e  s p e c i f y  t h e  f o l l o w i n g  m o d e l :  
R Y I C  = f l o +  { J
1
R G D P +  { J
2
R Y I C _
1  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( ' 1 )  
W h e r e :  
R Y I C  = a g g r e g a t e  r e a l  i n c o m e  o f  i n s u r a n c e  c o m p a n i e s .  
R G D P  =  r e a l  g r o s s  d o m e s t i c  p r o d u c t  
~o ,  ~ 1  a n d  ~O a r e  c o n s t a n t s  a n d  
- 1  =  l a g g e d  r e a l  i n c o m e  o f  i n s u r a n c e  c o m p a n i e s .  
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For the purpose of estimating equation (1) above, the Ordinary Least Squares estimation 
techniques is adopted. The data used for this regression are presented in Table 2 while the result 
of estimates of equation ( 1) are shown in table 1. 
Table I. Estimates of Regression Equation (2) 
Dependent Variable: RYC 
Method: Ordinary Least Squares 
Sample(adjusted): 1971 2002 
Included observations: 32 after adjusting endpoints 






S.E. of regression 


















Mean dependent var 
S.D. dependent var 













From tables 1 and 2, it can be observed that a positive relationship exists between the 
aggregate real income of companies in the industry and the level of real gross domestic product. 
This is evident from the coefficient of correlation (R- squared) of 0.583. The regression results 
also indicate that though a positive relationship exists between the level of real gross domestic 
product and real income of these companies, this relationship is insignificant. This means that 
since 1970, the contribution of insurance companies to the level of RGDP has been insignificant. 
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To ascertain the authenticity of the above findings, we analyze the various diagnostic statistics 
such as the Durbin-Watson (D.W) statistic and the adjusted -R2• The adjUsted -R2, from table 1 
is 0.533. This means that more than 53 percerit of the variation in the aggregate real income ~f 
insurance companies in Nigeria is explained by changes in the current real level of gross 
domestic product and past level of real income of insurance companies in Nigeria The high 
coefficient of adjusted multiple correlation indicates that the model specified in equation (1) has 
a good fit. 
To test for the existence of serial correlation in the residual of the estimated model we 
analyze the D.W statistic. From tablet, it is= 1.7. The closeness of this statistic to O~M means that 
the regression results is free from the problem of serial correlation. The result obtained showed 
that this industry has not actually contributed significantly to the level of real _gross domestic 
product between 1970 and 2002. This implies that drastic measures have to be taken to improve 
the performance of the industry as a whole. 
CONCLUSIONS 
Insurance is a non-bank financial industry whose main functioQ. is to proVide 
compensation against different kinds of risks affecting the induStrial and commercial Sectors of 
the economy as well as private individuals. Apart from this, it also plays a vital role in the 
financial markets as well as for the economic development of a nation by providing cover and 
assistance to a variety of financial and non-financi"al corporations and government agencies. The 
insurance business is however still not well developed in Nigeria. 
In the light of the importance of the industry, the study investigated the extent of itS 
contribution to the economic development ofNigeria. The result obtained showed that it has not 
contributed significantly to the country's real gross domestic. product between 1970 and 2002. 
RECOMMENDATIONS 
The main recommendations from this study are: 
(i) Government needs to create an enabling environment for effective functioning of 
insurance companies in Nigeria. 
(ii) A lot of Nigerians need to be sensitized about the importance of insurance services. 
(iii) There is the need to further increase the capital base of the insurance companies to 
match the current increase in the capital base in the banking sector 
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